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o UR SUBJECT RECALLS TO MIND a T V skit of several 
seasons ago. 
T h e scene is a supermarket: T h e time—Saturday 
afternoon. W e see a couple dozen men scurrying about 
with those silly go-carts, with which I 'm sure we are 
all familiar—their arms in a continuous u p and down 
piston-like motion in an a t tempt to satisfy what appear 
to be gaping basket mouths . 
Suddenly our protagonist breaks out of the crowd, 
rallies it a round him, and exhorts it to uni te and sup-
port the radical movement to "get wives back into 
supermarkets!" 
Today I'd like to ask the married male readers to 
linger a while longer . . . while I try to portray, pro-
fessionally speaking, a somewhat different picture of 
this new nat ional phenomenon. 
Vastness of the field 
T o give an idea of the vastness of the industry, 
perhaps we should start out with some definitions: 
1. A store having an annua l volume of $375,000 or 
more in food, grocery, produce a n d / o r meat sales is 
considered by the industry to be a supermarket. 
2. Where the annua l volume rests between $75,000 
and $375,000, it is referred to as a superette. 
3. A small store would be one with an annua l volume 
of less than $75,000. 
Operators of 10 or more units (be they supermarkets, 
superettes, a n d / o r small stores) are referred to by the 
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industry as chains; those operat ing less than 10 units 
are considered independent operators. 
At present independent operators control 240,000 
units, of which i68,000 are in the small store category. 
T h e chains account for some 20,000 units, of which 
17,000 are of the supermarket variety. 
T h e sales volume of the industry as a whole in 1961 
is estimated at $52,600,000,000, with the chains doing 
39% of this or $20,450,000,000. Of this $20 billion, $19 
billion represented supermarkets. In passing it is inter-
esting to note that of the $32 billion which the inde-
pendents rang u p in sales last year, more than half came 
through the operations of their supermarkets a l though 
in number these accounted for only 16,000 out of their 
total 240,000 units. 
The re are some 57 companies in the industry which 
are publicy owned, with stock selling on either the New 
York Stock Exchange, the American Stock Exchange 
or over-the-counter. These 57 companies account for 
$18.7 billion in sales volume—or more than one-third 
of the total industry. 
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Potential of the industry 
The supermarket industry as a whole typically earns, 
after taxes, considerably less than 2% of sales. In 1960 
the industry's average was 1.2%. Such a low return stems 
from the traditional low price, mass volume, quick turn-
over operation. This has been coupled with what ap-
pears to be the inexorable rising trend of costs and a 
tightening competition. This tightening competition 
has seen the number of supermarkets double in the past 
ten years. Recently, even one of the largest chains had to 
sell some 184 of its stores because it found it difficult 
to adjust to the marketing needs of communities with 
wide ethnic diversity, which it tried to do to meet the 
competition of small nationality-oriented "Dels." 
The average market for each store has dwindled from 
3,000 families 10 years ago to 2,000 families in 1960. 
Such a plight has lead to an atmosphere of "diversifica-
tion or stagnation." 
In an attempt to alleviate the profit squeeze, bigger 
and better supermarkets are being built—more in line 
with one big general store concept of the past—wherein 
more high price, high margin items can be "pushed." 
Some chains, like Jewel Tea and Giant Food, besides 
expanding the non-food lines are also including services 
in their combination stores, such as dry cleaning, shoe 
repair shops, car washing establishments, coin operated 
washing machines, etc. 
In the rush to get more high price, high margin 
items to take advantage of the traffic a supermarket 
produces, Jewel Tea, Kroger, Grand Union and Piggly-
Wiggly have added drug items either through the direct 
acquisition of drug chains or by opening their own drug 
stores. In the same vein, Grand Union, Giant Food, 
and Food Fair have added gasoline and automotive 
supplies; Jewel Tea and Giant Food are experimenting 
with clothing shops and Food Fair has gone so far as 
to include a bowling alley in its latest supermarket. 
Again this attempt to diversify and to raise profit 
sights has led to what might be called a natural mar-
riage with discount houses—whose net after taxes aver-
age 2 to 3% of net sales. I say natural marriage because 
of the combination store concept whereby food plus 
non-food plus services are being offered under one roof. 
Within the very recent past there have been 8 major 
mergers of supermarkets with discounters, the largest 
of which was that of Food Fair and Enterprise—J. M. 
Fields. 
Supermarkets have also naturally sprung into shop-
ping center and real estate operations. Food Fair has a 
company established for the construction of shopping 
centers and in this same area National Tea is building 
its own discount houses. 
Joint ventures have also marked the supermarket 
scene with A & P setting up joint discount retailing 
units with a "membership" — "closed door" discount 
chain; National Tea operating five food and small 
appliance stores jointly with Interstate Department 
Stores; and Jewel Tea arranging with a Chicago mail 
order house to handle drygoods in one of Jewel's com-
bination stores. 
The potential of this program of diversification has 
not been fully realized. With gradual realization will 
come additional need for capital, which in turn will 
mean "going public," wider credit lines, additional 
acquisitions, joint ventures and other mergers. 
Some accounting features peculiar to supermarkets 
At this point some scant comments on a few account-
ing peculiarities of the industry might be in order. The 
operations of a typical supermarket are generally 
divided into a departmental structure consisting in the 
main of meat, produce, and grocery departments, with 
other departmentalization as required. At the store 
level, the grocery department is generally accounted for 
on the retail method. However, meat and produce-
where the element of perishability makes impractical 
the maintenance of large stocks—are not carried on a 
retail basis. 
Where grocery inventories are kept on the retail in-
ventory basis, several recognized techniques for the de-
termination of mark-on percentages have been on the 
basis of: (1) individual store computations, based on 
cost-retail relationships of shipments into the store; (2) 
pilot stores mark-on percentages, the results of which 
are applied chain-wide; and (3) individual store records 
at retail only, with actual merchandise costs being pro-
rated to all stores on the basis of retail shipments to 
stores, or by reductions to cost through chain-wide cost 
complements. 
Also peculiar to the supermarket is the widespread 
use of the addition of approximately 2% to mark-on 
percentages. This adjusts the product mix of high and 
low mark-up items in ending inventory, (usually sub-
stantially different from the mix in purchases during 
the period), and is based on studies at pilot units where 
physical inventories were priced at both cost and retail. 
It is with this particular aspect of supermarket activities 
that statistical sampling techniques have been devel-
oped and applied. 
Another sidelight into the differences from tradi-
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tional retail accounting is the manner in which the su-
permarket industry treats price revisions. Although the 
prices of grocery items fluctuate quite a bit, the dollar 
impact of price changes is quite low in comparison to 
their impact on department stores because of the fre-
quency of shipments into supermarkets. Many items 
that are part of special promotions or weekly specials 
can be shipped to supermarkets at special selling (retail) 
prices without price changes being required. As a con-
sequence, price changes have little effect on the valua-
tion of grocery inventories. When price changes do take 
place at the store level, the industry practices range 
from a full recording of mark-downs and mark-ups in 
the theoretical use of the retail inventory method to 
the complete ignoring of all price changes. 
With the increased selling of nonfood items, how-
ever, food chains must begin to pay more attention to 
price changes. It appears that this is accomplished in 
most food chains through the creation of an additional 
department for nonfood items, so that the treatment of 
the grocery departments is unchanged. 
The prime control over merchandise lies in frequent 
physical inventories. Meat and produce, for instance, 
are generally taken every Saturday night, while other 
merchandise is covered at an average of 4 to 8 times 
a year. 
It is usual for physical inventories to be taken by 
teams, one member of which calls to another, who en-
ters the calls into a calculator. The calculator is cleared 
every so often and totals transposed onto a prepared 
layout. In other cases, the calls may be made into a dic-
taphone or another recording device. Some inventories 
are taken by a longhand listing of quantities only, on a 
prepared worksheet with pre-printed prices. It should 
also be noted, that food chains often employ outside 
organizations which specialize in the taking of physical 
inventories. 
Some distinct auditing facets 
It can readily be seen from the few instances cited 
above that there might be unusual hurdles to clear in 
conducting an audit of a supermarket. The methods of 
taking physical inventory, for instance, will create some 
problems with respect to their observation by inde-
pendent public accountants. 
The appraisal of the particular method of reducing 
retail inventories to cost at period-end would also seem 
to pose auditing problems. 
In connection with supermarket inventories, strong 
consideration must of course be given to: (1) the fre-
quency with which physical inventories are taken by 
crews generally under home office direction; (2) the 
usual limited dollar value of inventory per store unit; 
and (3) the fact that basic stocks must be on hand to 
regularly produce a stated sales volume. These circum-
stances are prime factors, for instance, in the deter-
mination of the coverage of physical inventories for 
observation. 
Some management services aspects 
Management services possibilities, it would appear, 
abound, and in view of this period of diversification, 
should continue to grow in the supermarket industry— 
as a result of increasing complexities of operations as 
well as the continuing need for efficiencies, economies 
and controls. 
It would seem that at the store level there are areas 
in which to practice management services arts, if you 
will, such as the check-out counter. With such decisions 
to make as the number and hourly manning of counters 
a unit should have, this would be a prime area for the 
application of the "queing theory." The size and mix 
of change funds also pose questions. And I am not so 
sure that as the chains grow larger and the units more 
dispersed, on-line—real-time applications with point-of-
sales recorders might not also offer some possibilities. 
At the warehouse level the size, number and location 
of warehouses seem a natural for "transportation 
model" mathematical techniques, especially with the 
expansion and diversification evidently under way in 
the industry. 
Indeed, the sheer quantity and variety of items in the 
warehouse grocery inventory which require handling 
and ordering decisions each week, should open wide 
vistas in the Selective Inventory Management area. And 
at the corporate level, with the load of the multi-unit 
operation ever increasing, effective upward reporting, 
effective means of measuring performances and effective 
budgeting and cost controls should become even more 
paramount to good management. 
Also at the corporate level, in the fight to stay alive if 
not grow, supermarkets might well make use of man-
agement services in connection with such things as the 
desirability of additional units, their size, location and 
—yes—even number. 
* # # # 
Well, that's the view of supermarkets from where I 
stand. I believe you'll agree they're vast; they're "super" 
—they're America's newest "big business." Indeed, they 
are even being exported! 
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